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This paper discusses the agency cost of free cash flow (hereafter FCF) in the 
context of blockholder dominating agency relationship. Based on the survey of Free 
Cash Flow Hypothesis and the relevant researches on agency cost of blockholders, the 
paper tries to explore the agency cost of FCF related to blockholders. 
The paper covers a sample of listed companies with new equity issues in 
1998~2003, and focus on the performance of sample firms in three events, which are 
announcement of the issuing, entrusting fund management and related-party 
transaction after offerings. By comparing the behavior patterns of sample firms with 
different FCF in these three events, the paper examines the existence of agency cost of 
FCF and the blockholder-related agency cost of FCF. 
The findings include: (1) the listed companies with ample cash flow but lack of 
investment opportunities will suffer more FCF agency cost in and after equity issue, 
and (2). blockholders, the dominant decision-maker of the listed companies, will gain 
from FCF, especially when they transfer assets and profits out of firms (or so-called 
tunneling) on their own benefit. 
The reminder of this paper is organized as follows. 
Chapter 1 briefly introduces the backgrounds and issues, contents and framework, 
as well as the contributions of the paper. 
Chapter 2 surveys the Free Cash Flow Hypothesis and the relevant researches on 
the agency cost of blockholders, then argues that it is possible and reasonable to 
correlate the FCF with the agency cost of blockholders, and finally analyses the 
reasons and symptoms of blockholder-related agency cost of FCF. 
Chapter 3 reviews the institutional development of equity issue in China, 
including Rights Offerings and Seasoned Offerings, and summarizes the problems of 
financial slack and abuse after equity issue. 
Chapter 4 introduces the design of empirical test, including sampling, grouping, 
methodologies as well as the definition of variables, and explains the respective 
methodologies for three events, which are announcement of the issuing, the entrusting 
fund management and the related-party transaction after equity issues. 















events and proves the existence of agency cost of FCF and the blockholder-related 
agency cost of FCF. 
Chapter 6 concludes the research and points out the limitations of the research. 
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